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FINAL EXAMINATION DURATION 
ACT303 – Principles of Auditing 
 
Reading Time: 10 minutes 
Writing Time: 180 minutes 
 
INSTRUCTIONS TO CANDIDATES 
The examination has 2 sections. 
 
Section A:  
Suggested Time: 80 Minutes      
Multiple Choice Questions: Answer ALL 40 questions 
40 marks  
 
Section B:  
Suggested Time: 100 Minutes 




Section A must be answered on the Multiple Choice Answer sheet provided and must be handed in with 
your answer booklet.  Please ensure that your name and student number are clearly indicated on your 
Answer Sheet and at the top of this examination paper. 
 
Section B to be answered in the Answer booklet provided. 
EXAM CONDITIONS 
 
You may begin writing from the commencement of the examination session.  The reading time 
indicated above is provided as a guide only. 
This is a RESTRICTED OPEN BOOK examination 
Any non-programmable calculator is permitted 
No handwritten notes are permitted 
Hard copy, unannotated English translation dictionary only 




1 x 16 Page Book 
1 x 4-Multiple Choice Answer Sheet 
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Section A 
Multiple Choice Questions 
Total No of Marks for this section:  40 
 
This section should be answered on the Multiple Choice Answer Sheet provided.  Please ensure 
that your name and student number have been written on the Answer sheet and placed in the 
completed answer Booklet. 
Each question carries 1 mark.  Suggested Time allocation for Section A: 80 mins 
 
 
Questions: (40 questions, 1 mark each) 
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Section B 
Short Answer Questions 
Total No of Marks for this section:  60 
Answer 6 of 6 questions 
This section should be answered in the Answer Booklet provided. 
Marks for each question are indicated.  Suggested Time allocation for Section B: 100 mins 
 
Question 1: (10 marks) 
Required: 
For each of the five following combinations of audit evidence, rank the items in terms of their 
reliability: (for example, for 1 the answer maybe A,B,C or B,C,A etc…) 
1. A  Bank statement from the entity’s records 
B  Bank statement sent 
directly to the auditor C  Cash at bank ledger 
2. 
D  Audit firm conducts the 
physical count of 
inventory 
E  Internal audit reports on 
the physical count of 
inventory 
F  Auditor supervises 
internal audit 
conducting the physical 
count of inventory 
3. 
G  Management provides a 
representation letter on 
the accuracy of 
valuations 
H  The auditor receives a 
letter from the agent who 
conducted the valuation 
confirming its accuracy 
I  The auditor hires an 
independent agent to 
confirm the valuation 
4. 
J  The auditor conducted 
an inventory count two 
months before reporting 
date 
K  Internal audit conducted 
an inventory count 3 
days before reporting 
date 
L  Internal audit conducted 
a supervised inventory 
count on reporting date 
5. 
M  Management assured 
the auditor of the 
probable outcome of a 
pending court case 
N  The entity’s lawyers 
assured the auditor of the 
probable outcome of a 
pending court case 
O  The auditor received a 
representation from the 
entity’s lawyers 
regarding the probable 




Question 2: (10 marks) 
Required: 
From the following descriptions, determine what type of auditing procedure is being conducted: 
(examples of audit procedures are: inspection, calculation, enquiry, tracing, etc….) 
1. the auditor watched two employees open the safe with their respective codes. 
2. the amount of depreciation on the company vehicles was recalculated. 
3. the auditor confirmed the journal and ledger entries for a purchases receipt were correctly 
made. 
4. the auditor went to the entity’s warehouse to examine the existence and condition of 
inventory. 
5. the auditor observed the client counting inventory on the shelf. 
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6. the auditor used the computer to randomly select a sample of accounts receivable for 
confirmation. 
7. the auditor receives a letter from the entity’s lawyers regarding the total legal fees charged 
for the period. 
8. the auditor sent a letter to the entity’s bank asking about the entity’s debt covenants. 
9. the auditor found the sales invoice and then sales order for an entry made in the accounts 
receivable ledger. 
10. expected wages expense was determined by proportionately adjusting the previous year’s 
wages upwards by the increase in sales and then this was confirmed with the current 
period’s figure for wages expense. 
 
 
Question 3: (10 marks) 
Required: 
Answer each of the following: 
1. The auditor has decided that they will use a larger sample for confirmations at year end. 
What is the level of detection risk? 
2. Control risk has been assessed as low and detection risk is high. What type of substantive 
procedures are the auditors more likely to use? 
3. Control risk has been assessed as low and detection risk is high. What size sample are the 
auditors more likely to use? 
4. The auditor has decided that they will do more tests of details of balances and use larger 
samples. What is the likely level of control risk? 
5. The auditor has been comparing the customer closing balances with the balance in the 
control account for a large sample of customers at year end. What is the level of control 
risk and detection risk? 
 
Question 4: (10 marks) 
Required 
For each of the following situations, indicate whether there would be an increase, decrease, or 
no effect on sample size: 
 
1. The auditor has assessed control risk as low. 
2. The auditor has used stratification. 
3. The auditor has increased the total error that they are willing to accept. 
4. The auditor has assessed the risk of material misstatement as high. 
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Question 5: (10 marks) 
Required: 
Identify a necessary control for each of the following potential misstatements in relation to 
credit sales transactions: 
 
1. Sales may be made to unauthorised customers. 
2. Sales may be made without credit approval. 
3. Goods may be released from the warehouse for unauthorised orders. 
4. Unauthorised shipments may be made. 
5. Invoices may not be journalised or posted to customer accounts. 
 
Question 6: (10 marks) 
The financial year of Sherlon Ltd ended on 30 June 2015. Your auditor’s report was signed on 
25 August and the financial statements were issued on 10 September. Listed below are events 
that occurred or were discovered after the end of the financial year. Assume that each has a 
“material” effect on the financial statements. 
 
1. 1 August — A lawsuit was filed against Sherlon for damages that allegedly 
occurred before 30 June. In the opinion of Sherlon’s lawyers, there is a danger of 
a significant loss. 
 
2. 15 August — You discovered that Karlo, a debtor of Sherlon went bankrupt on 
10 August. The most recent sale had taken place on 25 May and no transactions 
had occurred since that date. 
 
Required: 
Indicate your responsibilities and the type of disclosure you would recommend in relation to 
each of the above events.  
 
 
 
 
